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EXECUTIVE SUMMARY

The California State Teachers’ Retirement System (STRS) began making 15 and 30 year fixed
interest rate conventional home loans to members in 1986 as a result of the Dave Elder State
Teachers’ Retirement System Member Home Loan Program Act. The purpose of this legislation
was to provide STRS with a mortgage-backed investment opportunity as well as an additional
source of home financing for it’s members and retirees for the refinance or purchase of their one
to four family owner-occupied properties within the State of California.

Given the significant changes taking place within the mortgage market over the past decade along
with the explosive growth in members of the System, one of the objectives for the Investment
Branch for fiscal year 1998/99 is to revitalize the Home Loan Program (HLP) within the
legislative mandates. As a first step in this revitalization process, staff has developed a Business
Plan addressing the following areas:

1.  Implementation objectives for accomplishing the revitalization of the HLP.
2.  A marketing strategy in order to expand the range of contact and to better inform all potential

participants of the options available under the HLP.
3.  An action plan for accomplishing the implementation objectives.
4.  A financial plan that will identify the financial contribution of the HLP.
5.  A monitoring plan that will be used to evaluate the progress made toward meeting the

objectives of the HLP.
6.  An estimate of the resources needed in the implementation of the revitalization of the HLP.

 A more thorough discussion of each of these topics is contained in Attachment 1.
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Attachment 1
Investment Committee - Item 9

September 2, 1998

CALIFORNIA STATE TEACHERS’ HOME LOAN PROGRAM

BUSINESS PLAN – FISCAL YEAR 1998/99

Home Loan Program Overview

The California State Teachers’ Retirement System (STRS) Mortgage Home Loan
Program (HLP) was established in 1984 as a result of legislation that provided STRS with
a mortgage-backed investment  opportunity as well as an additional source of home
financing for its’ members and retirees. Later legislation, referred to as the Dave Elder
State Teachers’ Retirement System Member Home Loan Program Act, enabled the Board
to enter into correspondent agreements with private lending institutions in order to
facilitate the implementation of the HLP. Subsequent to the passage of that legislation, in
1986 STRS began making 15 and 30 year fixed interest rate conventional home loans to
members for the refinance or purchase of their one to four family owner-occupied
properties within the State of California.

Over the past twelve years, STRS’ HLP has made over 20,000 home loans to members
and funded over $2.4 billion in loans as of June 30, 1998. Currently, all loan applications
are processed through two correspondent lenders; Bank of America and Norwest
Mortgage. The following chart illustrates the amount funded each year within the HLP
since inception.
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California State Teachers' Retirement System
Home Loan Program - $2.4 billion

Over the past five years, STRS’ HLP activity has tapered off considerably from earlier on.
During FY 90/91, the HLP was producing nearly $40 million in loans each month.
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However, as of FY 97/98, the production had fallen to approximately $6 million per
month. This can be attributed to a number of factors including a rapidly changing
mortgage market.

Pending legislation, Senate Bill 1945 (SB1945), represents the most recent update to the
home loan program. Although much of the original language from the earlier Dave Elder
Act has been retained, the new legislation is noteworthy in that it provides the Board the
option to consider opening the HLP to borrowers other than members and permits
members 100% financing of loans with 95% of the financing secured by the purchased
home and 5% secured by accumulated contributions and vested accrued benefits in the
member’s individual account.

Home Loan Program Objective

Over the past decade, the mortgage market has undergone some significant changes.
There is now a vast array of mortgage products available beyond the standard 15 and 30-
year mortgages which has resulted in a much more competitive marketplace that is
dominated by a fairly small number of large originators and servicers. Furthermore, given
current technology these entities have been able to develop automated systems that further
facilitate the loan application and processing operation. Given this environment, along
with the explosive growth in members of the System, one of the objectives for the
Investment Branch for fiscal year 1998/99 is to revitalize the HLP within the legislative
mandates.

Following are a specific set of implementation objectives, which have been established in
order to successfully accomplish the revitalization of the HLP:

1.  Increase the number of correspondent lenders in order to make the HLP more
accessible to potential borrowers throughout California.

 
2.  Revise and update the Policies and Procedures Manual.
 
3.  Work cooperatively with School Districts, Teacher Associations, and other interested

parties to publicize and improve the overall marketing of the HLP. (See Marketing
Strategy below)

Marketing Strategy

The HLP currently has a target market that includes 580,000 potential participants:
424,000 current and inactive members and 160,000 disabilitants and retireants. The
membership covers 1,026 school districts, 71 community college districts and 58 County
Offices of Education and two State reporting entities in California.

The purpose of the marketing strategy is to expand the range of contact and to better
inform all potential participants of the options available under the HLP and will be one of
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the cornerstones of the revitalization of STRS’ HLP. In order to accomplish this task,
marketing efforts will focus on getting the information out as efficiently as possible. This
will take the form of brochures and informational pamphlets as well as the utilization of
free publicity in the form of newsletters and articles in publications to which the
membership may subscribe. This marketing strategy will include, but is not limited to:

• Working cooperatively with School Districts to promote the program through the
creation of program brochures available to members through District offices.

 
• Increasing the number of correspondent lenders and working more closely with them

in order to insure that marketing of the program to new members is a priority for the
HLP.

 
• Making program brochures available to Public Service that can be sent directly to

members upon request.
 
• Publicizing the program in member newsletters and working cooperatively with

Publications staff to insure the inclusion of interesting and informative content
regarding the HLP throughout the year.

 
• Updating the New Member Guide to take into account changes in the HLP.
 
• Establishing an internet web site so that potential applicants can obtain information on

the program, participating correspondent lenders, and program contacts within and
outside the System.

 
• Establishing a 1-800 number that provides potential applicants access to information

regarding the program.
 
• Investigating the possible integration of STRS’ HLP with related programs of other

organizations outside STRS regarding possible overlap and alignment of interests.

Action Plan

In order to accomplish the goals and objectives established for the HLP for fiscal year
1998/99, the following action plan has been developed.

Aug 98 Evaluate the current rate structure and offerings in order to determine the
competitiveness of the product.

Sept 98 Present Business Plan to the Investment Committee for review.

Sept 98 Release RFI for additional correspondent lenders.
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Oct 98 Present updated HLP Policy Manual to the Investment Committee for
approval. 

Oct 98 Enter into discussions with other organizations as to possible cross-
programmatic applications.

Oct 98 Develop and update HLP marketing brochures and materials.

Nov 98 Assuming passage of pending legislation (SB1945), begin analyzing
implementation issues associated with the changes to the program.

Dec 98 Evaluate correspondent lender RFI responses and select new participants
to the HLP.

Feb 99 Integrate new correspondent lenders within the HLP.

Financial Plan

The financial contribution of the HLP will be identified by an operating report that
summarizes the net interest margin, excess servicing income, and realized gains/losses
from trading activity. A sample illustrating the Net Contribution to Operations is provided
below:

STRS Home Loan Program
Net Contribution to Operations

(amounts in thousands)

Month                          Year to Date
Home Loans in Portfolio* $1,305,300 $2,650,842
Cost of Funds**   (987,562)       (1,999,854)

Net Interest Margin $  317,738 $  650,988

Excess Servicing $  110,757 $  223,654

Recognized Gain/Loss*** $    25,000 $   16,250

Net Contribution to Operations $  453,495 $   890,892

*For 7/98 $206.1 million current face @ average coupon of 7.60%
**For 7/98 $206.1 million average yield of 5.75%
***Reflects “sale” of securitized pool from Portfolio

The contribution to operations number will vary from time to time with fluctuations in
interest rates. It should be noted that no attempt will be made to allocate a relative
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proportion of overhead expense to the analysis. The net contribution to operations figure
is designed to establish the Home Loan Program as a “profit center”. The profit center
concept reinforces the philosophy that all loans must represent a sound investment for the
portfolio.

Monitoring Activities

The monitoring associated with the Home Loan Program will take two forms. First, the
HLP will be evaluated on the relative progress made in completing the activities outlined
within the action plan. Second, the HLP will be evaluated based upon the net contribution
to operations as outlined in the Financial Plan.

Results will be evaluated and presented in written form to the  Chief Investment Officer on
a monthly basis.

Resources

Dependent upon the volume of activity, it is anticipated that one person will be needed to
implement and administer the HLP. As the HLP is revitalized, additional resources may be
necessary.
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